0C
ur









Honorable Mayor and Borough Assembly
Aleutians East Borough

M~tasial Written Col  nupicatinn
vopies of the Management representation Letter have been provided to management.

e e gk v e

This inform: on is presented solely for the use of the Assembly members and management and is
not intended to be and should not be used by anyone other than these specified parties.

Anchorage, Alaska
January 12, 2015
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Honorable Mayor and Borough Assembly
The Aleutians East Borough

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinions, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of Aleutians East Borough , as of June 30, 2014, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information on pages 4 through
12 and 19 through 21 be presented to supplement the basic financial statements. Such
information, although not part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.

Other Informatlon

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise The Aleutians East Borough'’s basic financial statements. The combining and
individual non-major fund financial statements, and the Schedule of Expenditures of Federal
Awards, as required by the Office of Management and Budget Circular A-133, Audits of States,
Local Governments and Non-Profit Organizations, are presented for purposes of additional analysis
and are not part of the basic financial statements. The accompanying schedule of State financial
assistance is presented for purposes of additional analysis as required by State of Alaska Audit
Guide and Compliance Supplement for State Single Audits and is also not a required part of the
financial statements.

The combining and individual nonmajor fund financial statements, Schedule of Expenditures of
Federal Awards, and the Schedule of Expenditures of State Awards are the responsibility of
management and were derived from and relate directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional records
used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation
to the financial statements as a whole.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued

Fund Financial Statements, continued

Governmental Funds - Governmental funds are used to account for those functions reported as
governmental activities in the government-wide financial statements. Most of the Borough'’s basic
services are accounted for in governmental funds. These funds focus on how assets can readily be
converted into cash flow in and out and what monies are left at year end that will be available for
spending in the next year. Governmental funds are reported using an accounting method called
modified accrual accounting which provides a short-term spending focus. As a result, governmental
fund financial statements give the reader a detailed short-term view that helps him or her determine
if there are more or less financial resources available to finance the Borough's programs. The
relationship between government activities (reported in the statement of net position and statement
of activities) and governmental funds is described in a reconciliation that is part of the fund financial
statements.

The Aleutians East Borough adopts an annual budget for its general fund. The budget is a legally
adopted document that incorporates input from the management of the Borough and decisions of
the Assembly about which services to provide and how to pay for them. t also authorizes the
Borough to obtain funds from identified sources to finance these current-period activities. The
budgetary statement provided for the general fund demonstrates how well the Borough complied
with the budget and whether or not the Borough succeeded in providing services as planned when
the budget was adopted. The budgetary comparison statement uses the budgetary basis of
accounting and is presented using the same format, language, and classifications as the legal
budget document. The statement shows four columns: 1) the original budget as adopted by the
Assembly; 2) the final budget as amended by the Assembly; 3) actual resources, charges to
appropriations, and ending balances in the general fund; and 4) the difference or variance between
the final budget and actual resources and charges. To account for the difference between the
budgetary basis of accounting and modified accrual basis, a reconciliation showing differences in
reported activities is shown at the end of the budgetary statement.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of data provided in
the government-wide and fund financial statements. Notes to the financial statements are on
pages 26 through 40 of this report.
















THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

CAPITAL ASSET AND DEBT ADMINISTRATION, continued
Long-term Debt
As of June 30, 2014, The Aleutians East Borough had the following outstanding debt:

Bonds payable at July 1, 2013 $ 31,610,000
Principal payments (1,225,000)
Bonds payable at June 30, 2014 $ 30,385,000

Additional information on the Borough's outstanding debt can be found in the notes to the basic
financial statements.

REQUESTS FOR INFORMATION
This report is designed to provide an overview of the Borough's finances for those with an interest
in this area. Questions concerning any of the information found in this report or requests for

additional information should be directed to Director of Finance, The Aleutians East Borough,
PO Box 49, King Cove, AK 99612,
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Exhibit B-2 THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Governmental Funds
Reconciliation of Fund Balance to Net Position

Year Ended June 30, 2014

Amounts reported for governmental activities in the statement of
net position are different because:

Total fund balances - Total governmental funds
Capital assets used in governmental activities are not
financial resources and, therefore, are not reported

in the funds.

Ceneral long-term debt is not due and payable in the current
period and, therefore, is not reported in the funds.

Compensated absences

Net position of governmental activities

See accompanying notes to financial statements.
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59,252,536

72,039,724

(30,385,000)

(53,407)

100,853,853







Exhibit B-4 THE ALEUTIANS EAST BOROUGH
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King Cove, Alaska
Governmental Funds

Reconciliation of the Statement of Revenues, Expenditures, and
Changes in Fund Balance to the Statement of Aclivities

Year Ended June 30, 2014

Amounts reported for governmental activities in the statement of activities are different because:

Net changes in fund balances - Total governmental funds

Governmental funds report capital outlays as expenditures;
however, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by
which capitalized outlays of $2,561,832 exceeded
depreciation of $1,616,239 in the current period

Bond proceeds provide current financial resources to governmental
funds, but issuing debt increases long-term liabilities in the statement
of net position. Repayment of bond principal is an expenditure in the
governmental funds, but the repayment reduces long-term liabilities
in the statement of net position. This amount represent principal
payments on long-term liabilities.

Governmental funds report compensated absences when taken; however, in
the statement of activities, the cost of absences are expensed when earned.

The amount of compensated absences eamed and outstanding at the
end of the year increased by this amount.

Total changes in net position of governmental activities

See accompanying notes to financial statements.

$ 4,138,672

945,593

1,225,000

19,255

$ 6,328,520






















Exhibit D-1 THE ALEUTIANS EAST BOROUGH
King Cove, Alaska l
Deferred Compensation Agency Fund '
Statement of Fiduciary Net Position

June 30, 2014 l
Assets l

Property and rights held under deferred compensation plan 3 671,971
Net Position l
Obligations to employees under deferred compensation plan $ 671,971 l
See accompanying notes to financial statements. 25 I


















THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 3 - CASH AND INVESTMENTS, continued

The duration of the Fixed Income Allocation should be maintained between 80% and 120% of the
duration of the Benchmark.

Statutes require that the Borough’s deposits in excess of FDIC or FSLIC limits be collateralized by
government securities. Cash resources for some of the various funds are maintained in a central
treasury represented by a sweep checking account and certificate of deposit. Cash is swept and
commingled with the School District's moneys within Borough accounts on a daily basis.

The Borough participates in the Alaska Municipal League Investment Pool (AMLIP). This
investment pool consists of governmental investors within the State of Alaska. AMLIP does not
carry its own institutional insurance or collateralization for funds it invests. The organizing
document does state that certificates of deposit must be collateralized or covered by federal
insurance by the issuing entity. The carrying amount and market value at June 30, 2014, was
$50,794.

Cash and investment balances are as follows:

Bank Book
Balance Balance
Cash and cash equivalents $ 6,192,702 5,314,466
Investments, at fair market value 46,784,123 46,784,123

$ 52,976,825 52,098,589

Components of investment activity at June 30, 2014 was as follows:

Interest $ 381,907
SW Governments, LLC 29,427
Dividends 581,695
Fees (15,664)
Realized gains 113,819
Unrealized gains 3,921,270
$ 5,012,454

Investment income affected the following funds at June 30, 2014:

General Fund - unreserved $ 11,663
Capital Improvements - reserved 1,634
Trust Fund - reserved 4,967,319
Bond Construction - unresserved 31,938

$ 5,012,454
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 7 - EXCESS OF EXPENDITURES OVER APPROPRIATIONS
Excess of expenditures over appropriations in individual funds for the current year were:;

Actual Over
Budget Expenditures Budget

General fund $ 3,894,426 3,908,486 (14,060)
Debt service 1,597,433 2,602,051 (1,004,618)
Trust fund 35,000 38,792 (3,792)

$ 1,632,433 2,640,843 (1,008,410)

NOTE 8 - DEFINED-BENEFIT PENSION PLANS

All non-certified permanent employees working over 30 hours per week participate in the Alaska
Public Employees Retirement System (PERS).

Alaska Public Employees Retirement System (PERS)

Plan Description: The plan is a joint-contributor agent, multiple-employer PERS plan created by
State of Alaska statutes effective January 1, 1961. Any municipality or other political subdivision of
the State may request to become an empioyer in this system. Benefit and contribution provisions
are established by State law and may be amended only by State legislature.

Pension Benefits: The Aleutians East Borough participates in the Public Employees Retirement
System (PERS), a retirement plan that provides pension, postemployment health care, death and
disability benefits to eligible participants. The PERS is administered by the State of Alaska Division
of Retirement and Benefits.

Employees hired prior to July 1, 2006 and employees hired after July 1, 2006 who have PERS
enroliment from prior employment, participate in the PERS Tiers I-lll, a defined benefit retirement
system. Employees hired after July 1, 2006 who have no prior PERS participating employment
participate in PERS Tier IV, a defined contribution plan with a component of defined benefit
postemployment health care. Benefits and contribution provisions are established by State law and
may be amended only by the State Legislature.

Each fiscal year the PERS issues publicly available financial reports that include financial

statements and required supplementary information. These reports are available from: Department
of Administration, Division of Retirement and Benefits, PO Box 110203, Juneau, AK 99811.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 9 - DEFERRED COMPENSATION PLAN, continued

All amounts of compensation deferred under the plan, all property and rights purchased with those
amounts, and all income attributable to those amounts, property, or rights (until paid or made
available to the employee or other beneficiary) are solely the property and rights of the Borough
(without being restricted to provisions of benefits under the plan), subject only to claims of the
Borough's general creditors. Participants’ rights under the plan are equal to those of general
creditors of the Borough in the amount equal to fair market value of the deferred account for each
participant.

The Borough has no liability for losses under the plan but does have the duty of due care that would
be required of an ordinary prudent investor. The Borough believes it is unlikely it will use the assets
to satisfy claims of general creditors in the future. Assets of the fund totaled $670,971 at June 30,
2014, and are accounted for in the deferred compensation agency fund.

NOTE 10 - THE ALEUTIANS EAST BOROUGH SCHOOL DISTRICT CONTRIBUTION

During the year ended June 30, 2014, the Borough contributed $1,150,000 to the Aleutians East
Borough School District, which is a component unit of the Borough.

NOTE 11 - COMMITMENTS AND CONTINGENCIES

Grants

The Aleutians East Borough participates in a number of federal- and State-assisted grant programs.

These programs are subject to program compliance audits by grantors or their representatives.
The amount, if any, of expenditures that may be disallowed by granting agencies cannot be
determined at this time, although the Borough expects such amounts, if any, to be immaterial.

NOTE 12 - SUBSEQUENT EVENTS

Subsequent to year end and prior to the issuance of the financial statements, the Borough has
received an offer to purchase the Hovercraft. The offer is for $4,500,000, which would result in
approximately a $4,194,854 loss on sale. The probability that the Board will accept the offer is
unknown as of the date of issuance.

In preparing these financial statements, the Borough has evaluated all other events and
transactions for potential recognition or disclosure through January 12, 2015, the date the financial
statements were issued and has concluded that no subsequent events have occurred that would
require recognition in the financial statements or disclosure in the notes to the financial statements.

NOTE 13 - INVESTMENT IN SOUTHWEST GOVERNMENTS, LLC

The Borough has an interest in Southwest Governments, LLC. The partnership was formed by the
City of Akutan (40%), the City of Sand Point (20%), the City of King cove (10%), and the Borough
(30%). The Borough leases office space from the partnership, total payments for the year were
$111,285. The balance of the Borough’s ownership at June 30, 2014 was $407,286.
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THE ALEUTIANS EAST BOROUGH Exhibit F-1
King Cove, Alaska
Capital Improvements
Statement of Revenues, Expenses,
and Changes in Fund Deficit
Year Ended June 30, 2014
Revenues:
Federal revenue $ 234,010
Investment income 1,534
Total revenues 235,544
Expenditures:
Supplies 194
Contributions to other governments 15,562
Capital projects 234,578
Other 101,012
Total capital outlays 351,346
Excess of expenditures over revenues (115,802)
Beginning fund deficit (546,608)
Ending fund deficit $ 5662,410)
45




THE ALEUTIANS EAST BOROUGH Exhibit G-1
King Cove, Alaska
Trust Fund
Statement of Revenues, Expenses,
and Changes in Fund Balance
Year Ended June 30, 2014
Revenues:
investment income $ 4,967,319
Other income 2,942
Total revenues 4,970,261
Expenditures - Management fee 38,792
Total expenditures 38,792
Excess of revenues over expenditures 4,931,469
Beginning fund balance 32,397,354

Ending fund balance

46

$ 37,328,823




Exhibit H-1

Statement of Revenues, Expenses,
and Changes in Fund Balance

Year Ended June 30, 2014

THE ALEUTIANS EAST BOROUGH

King Cove, Alaska

Debt Service

Revenues - Investment income

Expenditures:
Principle
Interest

Total expenditures

Excess of expenditures over revenues

Other financing sources
Operating transfer from general fund

Total other financing sources

Excess of revenues and other
financing source over expenditures

Beginning fund balance

Ending fund balance

1,225,000
1,377,051

2,602,051

(2,602,051)

2,602,051

2,602,051

75,123

§__ 7512
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Exhibit i-1 THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

48

Bond Construction

Statement of Revenues, Expenses,
and Changes in Fund Balance

Year Ended June 30, 2014

Revenues:
Investment income
Other
Total revenues
Expenditures - capital outlays
Excess of revenues under expenditures

Beginning fund balance

Ending fund balance

$ 31,938
65,803

ermar

2,359,809

(2,262,068)

6,488,109

$ 4,226,041




THE ALEUTIANS EAST BOROUGH Exhibit J-1
King Cove, Alaska
Nonmajor Funds
Combining Balance Sheet
June 30, 2014
Maintenance King Cove
Reserve Access Project Total
Assets
Receivables, school $ 33,821 - 33,821
Due from other funds 87470 280,770 368,240
$ 121,291 280,770 402,061
Liabilities and Fund Balance
Liabilities:
Accounts payable $ 64,194 - 64,194
Total liabilities 64,194 - 64,194
Fund balances:
Committed - Construction - 280,770 280,770
Assigned - Designated
for major maintenance 57,097 - 57,097
Total fund balances 57,097 280,770 337,867
$ 121,291 280,770 402,061
49






FEDERAL COMPLIANCE REPORT




THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Schedule of Expenditures of Federal Awards

Year Ended June 30, 2014

Total
Award CFDA Grant Eligible
Federal Grant Title Identification Number Award Expenditures
U.S. Department of Interior:
Payment in lieu of taxes* Unknown 15.226 §$ 512,818 512,818
Create A Resource Development Land Use Permitting
(Pass through State of Alaska DCCED) 10-CIAP-012 15.668 255,050 82,327
Nelson Lagoon Erosion
(Pass through State of Alaska DCCED) 10-CIAP-013 15.668 238,800 151,683
Total Department of the Interior 1,006,668 746,828
Total federal awards $ 1,006,668 _ 746,828
*Indicates a major program for compliance audit purposes.
This schedule was prepared on the accrual basis of accounting.
51


















THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Summary of Prior Audit Findings

Year Ended June 30, 2014

There are no prior findings or questioned costs.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Summary of Auditor’s Results and
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

FINANCIAL STATEMENTS

Type of auditor report issued: Unmodified
internal Control over financial reporting:

Material weakness (es) identified? —_ Yes _X_ No
Significant deficiency (ies) identified? —_Yes _X No
Noncompliance material to financial statements? __ Yes _ X No

STATE FINANCIAL ASSISTANCE

Type of auditor report issued on compliance for major programs: Unmodified
Internal contro! over major programs:

Materia! weakness (es) identified? Yes X_No
Significant deficiency (ies) identified? Yes X _No
Dollar threshold used to distinguish a state major program: $ 75,000

FINDINGS RELATED TO THE FINANCIAL STATEMENTS

The Aleutians East Borough did not have any findings that relate to the financial statements that are
required to be reported in accordance with GAGAS.

FINDINGS AND QUESTIONED COSTS FOR STATE AWARDS

The Aleutians East Borough did not have any findings or questioned costs related to state awards
for the year ended June 30, 2014.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Summary of Prior Audit Findings

Year Ended June 30, 2014

There were no prior audit findings.
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